Introduction
In the context of recent Asian financial crisis, it has been alleged that foreign portfolio investors may have been positive feedback traders (e.g., rushing to buy when the market is booming and rushing to sell when the market is declining), and eager to mimic each other's behavior ignoring information about the fundamentals. Behaviors such as these could have exacerbated the crisis to an extent not otherwise warranted by economic fundamentals.
Understanding foreign investors' behavior is also relevant for the discussion on the desirability of capital controls. Careful statistical documentation of investor trading behavior to prove or disprove these hypotheses has been relatively lacking. But the hypothesis can be connected with an emerging literature on behavioral finance, mostly in the domestic finance context. For example, it has been argued that individual investors'trading is often driven by irrational, sentimental shocks (for example, see Lee, Shleifer and Thaler, 1990 and 1991 for an explanation of the discounts on the closed-end funds). As another example, again using evidence from domestic market data, it has been argued that institutional investors often exhibit herding behavior, though the tendency is quantitatively small (see Lakonishok, Shleifer and Vishny, 1992) . There are also theoretical models in which there are irrational noise traders, and rational investors pursue positive feedback strategies, destabilizing the prices in the process (De Long, Shleifer, Summers, and Waldmann, 1990) .
In this paper, we aim to provide an account of the behavior of foreign portfolio investors before and during a crisis. We distinguish between institutional versus individual investors, and between those who reside in the emerging market in question (with potentially more information about the fundamentals) and those outside. We examine how the behavior of each type of foreign investors may have evolved from the pre-crisis to the crisis periods. We also investigate how they may have reacted to the news about the emerging market in question. We make use of a unique data set that details monthly positions of every foreign investor in every stock in the Korean stock market from December 1996 to June 1998. Frankel and Schmukler (1996, 1998) have examined an important aspect of portfolio investment in emerging markets, namely, possible informational asymmetry between domestic and international investors. But their data set (prices of closed end country funds and their corresponding net asset values) does not allow them to distinguish between institutional versus individual investors, or to investigate possible momentum trading or herding behavior. Choe, Kho, Stulz (1998) use transaction data on the Korean stock market (December, 1996 to December, 1997) to examine the effect of foreign investor trading on the Korean stock price. They find evidence of foreign investors engaging in positive feedback trading and herding, but the evidence becomes weaker or insignificant in the last three months of their sample.
Furthermore, they find that the foreign investor-initiated trades are associated with abnormal returns only in a narrow window (say ten minutes) of time around the trade.
Our paper is different from theirs in a number of ways. First, the two data samples are different. While their data is of much higher frequency than ours, the buy and sell trades in their sample are not associated with an investor ID. Thus, in their paper, to compute the herding measures, each buy-or sell-trade has to be assumed to originate from a separate investor. As they acknowledged, this assumption could induce upward bias in the computed herding statistics since the same investor could have executed multiple trades (likely in the same direction) in a given period of time. In our sample, as every investor's position is identified by a unique ID number, we do not have to make this assumption, and can presumably obtain more accurate herding statistics.
Second, their paper does not separate foreign institutional versus foreign individual investors, which we do. Indeed, we find some systematic differences in the trading behavior between the two groups. Third, our data which extends to the end of June, 1998, allows for a better comparison of the differences in trading behavior before and during the crisis (at least for trading patterns involving monthly frequency). We think November 1997 is a reasonable month to mark the beginning of the crisis (to be explained below). We have eight months of data since the crisis broke in Korea as compared with their two months of (transaction data). For example, in contrast to their finding, we find fairly strong evidence of continued herding and positive feedback trading during the crisis. Furthermore, institutional traders residing in Korea have switched from negative feedback traders before the crisis to positive feedback traders during the crisis.
The paper is organized as follows. Section 2 describes our data sets. Sections 3, 4, and 5 examine three aspects of foreign investor behavior, respectively: feedback trading, herding, and reaction to news. Section 6 offers some concluding remarks.
Data
In this paper, we make use of three data sets.
Investor Position Data
For each investor, identified by an ID code, this data set contains following information, among others: (i) month-end share holding for each stock listed in the Korea Stock Exchange (KSE), (ii) nationality, (iii) residence, (iv) type (e.g. individual or institutional), and (v) whether the investment ceiling is binding or not for that investor in that month. For confidentiality reasons, only the codes but not the names of the investors are available.
The data set spans from December 1996 to June 1998. On November 18, the Bank of Korea gave up defending the Korean Won. And on November 21, the Korean government asked the IMF for a bail out. Hence, we regard November, 1997 as when the crisis began. By this criterion, our data covers ten months before the crisis and eight months during the crisis.
The data set was kindly provided by the Korea Securities Computer Corporation (KOSCOM), an affiliate to the Korea Stock Exchange (KSE). The position data by investor and by stock is hard to come by in general. In our case, the Korean restriction on foreign ownership of domestic stocks and the need to enforce it helps to make this data available. (Apr, 1996 ) à 20% (Oct, 1996 à 23% (May, 1997) à 26% (Nov, 1997) à 55% (Dec, 1997) à 100% (May, 1998) . As for individual foreign investor, the upper ceiling changed from 3% (Jan, 1992) à 4% (Apr, 1996) à 5% (Oct, 1996) à 6% (May, 1997) à 7% (Nov, 1997) à 50% (Dec, 1997) à 100% (May, 1998).
Stock Data
For each stock, we collect information on (i) month-end price, (ii) month-end number of shares outstanding, (iii) monthly transaction volume (and value), and (iv) whether the investment ceiling is binding or not in that month. In addition, we also collect information on the Korea Composite Stock Price Index (KOSPI) from KOSCOM and month-end Won/dollar exchange rate from the Federal Reserve Board's website.
Figures 1 and 2 plot the exchange rate (US dollar/1,000 Won) and the stock market price index (KOSPI), respectively. Combining the two pieces of information, Figure 3 traces the dollar value of a $100 investment in KOSPI on January 1, 1997 throughout the sample (to June 30, 1998).
News
To examine foreign investors' reaction to news, we have constructed a data set on the numbers of good and bad news on the Korean economy, by source and by month. It is constructed by searching five daily newspapers (Wall Street Journal, Financial Times, New York Times, Washington Post, and Korea Herald) using Dow-Jones Interactive and Lexis-Nexis.
Details on filtering and labeling are explained in Section 5.
Positive Feedback Trading
There are concerns that international portfolio investors may be positive feedback traders, and that positive feedback traders could destabilize the market. Positive feedback trading pattern is one with which one buys securities when the prices rise and sells when the prices fall. This trading pattern can result from extrapolative expectations about prices, from stop-loss orders --automatically selling when the price falls below a certain point, from forced liquidations when an investor is unable to meet her margin calls, or from a portfolio insurance investment strategy which calls for selling stocks when the price falls and buying it when the price rises.
Positive feedback trading can destabilize the market by moving asset prices away from the fundamentals. At least since Friedman (1953) , many economists believe that positive feedback traders cannot be important in market equilibrium as they are likely to lose money on average. This view has been challenged in the last decade or so. De Long, Shleifer, Summers, and Waldmann (1990) argued that in the presence of noise traders, even rational investors may want to engage in positive feedback trading, and in the process destabilizes the market.
Empirical examination of this issue has emerged recently. Using quarterly data on U.S.
pension funds in the U.S. market, Lakonishok, Shleifer, and Vishny (1992, LSV for short in later reference) did not find evidence of significant amount of positive feedback trading. On the other hand, using transaction-level data, Choe, Kho, and Stulz (1998) 
Methodology and sample construction
The objective is to examine the connection between the trading behaviors of the investors (within a given sub-group) and the previous month performance of the stocks. We examine the connection for three time periods: the whole sample (January, 1997 -June, 1998 , the pre-crisis period (January, 1997 -October, 1997 , and the in-crisis period (November, 1997 -June, 1998 ).
Within each time period, we form five approximately equally sized (in terms of stockmonths) portfolios based on the previous month performance of the stocks. The performance of a stock is defined as the return of the stock in excess of the market return, minus the depreciation of the Korean won exchange rate against the U.S. dollar. That is, the return for a particular stock from month t-1 to month t is [ln(
where P t , KOSPI t , and S t are the price of the stock (stock subscript omitted), KOSPI index, and Won/$ exchange rate at time t.
Following LSV (1992), we employ two measures of investors' trading direction: a scaleadjusted net purchase and a buyers' ratio:
( The first measure describes the net purchase (scaled by the total trading). The denominator (the scale adjustment) makes sure that a large purchase does not receive more weights than a small purchase. The second measure is constructed to check the robustness of the finding to the possibility that a few very large investors dominate the net purchase numbers.
To avoid possible biases in quantifying the trading behavior, we exclude certain observations (investors or stock-month). First, investors who are registered after December 31, 1996 are dropped because their entrance to the market could show up only as a buy. Second, investors who declare their purpose of the stock purchase as direct investment are excluded because they do not engage in active trading. Third, stocks that have reached foreign ownership limit are dropped because any change in the net position of the foreign investors as a whole has to be a sell to Korean investors. Fourth, observations (stock-month) involving stocks not initially owned by any foreign investors are also excluded. Table 2 reports the basic finding using scale-adjusted net purchase as a measure of trading direction. For the entire sample period (97.1-98.6) (the top panel) and for foreign investors as a whole, there is a net sell for each portfolio. However, comparing across the five portfolios, one sees clearly that foreign investors sell worst performers (in terms of the previous-month returns) much more aggressively than the best performers. Indeed, in the sixth row, we report a formal ttest on difference between the mean purchase of the best performing portfolio (stocks in row 5) and that of the worst performing portfolio (stocks in row 1). The standard errors are reported in parenthesis 2 . We see the difference is positive and statistically significant. This is consistent with the view that investors as a whole for the whole sample period are positive feedback traders (although they only sell the best recent performing stocks less aggressively rather than buy them).
Results and Interpretations
Looking only at the universe of foreign investors for the whole sample period masks important differences in trading patterns in different time periods across different sub-groups of investors. The middle and lower two panels look at the trading behavior during the pre-crisis and the in-crisis periods separately. In each panel, the third and fourth columns decompose foreign investors into those residing in Korea and those outside. In the last three columns, non-resident investors are further decomposed into Asian, American, and other investors.
It is worthwhile to highlight some key findings. As a robustness check (against the possibility of a few large trades executed by a small number of investors), Table 3 reexamines this issue using buyers' ratio as a measure of foreign investors' trading direction but otherwise replicating the reporting format. The results are broadly similar as before. In particular, all of the five findings stated before remain to be true in Tables 2 and 3 . The average returns of the two portfolios in the previous months are reported in the first row of each of the three panels (representing three different periods) in Table 4 (labeled as "horizon -1"). Second, we track their performances over the subsequent six months. The results are reported in the other rows of Table 4 (labeled as "horizons 1-6"). We perform a difference in mean test (mean return of the past winners minus that of the past losers) and find that the difference is negative for all six horizons under investigation. The difference is statistically significant for the one-and two-month horizons at the ten percent level. In another words, the data suggest that the relative ranking of stock performance reverses itself in the sample. On average, if one has to choose between a negative and a positive feedback trading strategy, the former would have been profitable, at least at the one-or two-month horizon. The excess return is quantitatively large at a 9% monthly rate.
As a robustness check, we also form equally-weighted portfolios of 30 best performing stocks and 30 worst performing (based on previous-month's returns). The results are reported in the right half of Table 4 . For these enlarged portfolios, again, there is reversal in the ranking of relative performance. In fact, the recent past losers outperform the recent winners, in a statistically significant and quantitatively large way, over one-month, two-month, and so on, all the way to five-month horizons. Again, a contrarian trading strategy rather than a positive feedback one would have been profitable. As qualifications, we note that our tests have not adjusted for risk levels of the stocks, and do not preclude the possibility that a positive feedback trading strategy could be profitable within a day or for horizons longer than six months.
Herding
Herding is the tendency that investors of a particular group mimic each other's trading.
Portfolio investors may herd rationally or irrationally. Informational asymmetry may cause uninformed but rational speculators to choose to trade in the same way as informed traders (Bikhchandani, Hirshleifer and Welch, 1992; and Banerjee, 1992) . Since informational problem may be more serious when it comes to investing in a foreign market than the domestic one, herding may be more severe correspondingly.
This logic suggests that (1) individual investors may herd more than the institutions as the latter may have more resources to assemble and process information about a foreign market; and (2) non-resident investors may herd more than resident foreign investors assuming the latter have more timely information about the country they live in.
There is an alternative explanation for herding among institutional investors. Unlike individual investors, fund managers face regular reviews (e.g., quarterly for mutual funds, and annually for pension funds) on their performance relative to a benchmark and/or to each other.
This may induce them to mimic each other's trading to a greater extent than they otherwise would (See Scharfstein and Stein, 1990) . This logic suggests an opposite prediction from the informational asymmetry story, that (1) institutional investors may herd more than individual investors, and that (2) there is no presumption to argue for greater herding for non-resident institutional investors than their resident counterparts (assuming both face the same regular relative performance comparisons).
There have been several empirical papers that quantify herding behavior. Using data on institutional investors, the pioneering paper by Lakonishok, Shleifer, and Vishny (or LSV, 1992) , followed by work by Grinblatt, Titman, and Wermers (1995) , and Wylie (1997) , all report evidence of herding among US or UK institutional investors. Using data on foreign investors (or U.S. investors) in Korea as a single group, Choe, Kho, and Stulz (1998) find evidence of herding.
None of the previous papers that we are aware of compares different herding tendencies by different investor types on data from a single source, which is the central focus of this section of our paper.
Methodology and Sample Construction
We employ the herding indices proposed by LSV (1992) but construct the sample in a way that takes into account the Wylie (1997) 
( H(i, t) is the herding index for group i in month t, averaged across all stocks. H(i) is the herding index for group i, averaged across all months in the sample. In the definition of H(i, j, t),
is subtracted to make sure that the resulting index is insensitive to general market conditions (i.e., a bull or bear market). By taking absolute values, the first term in equation (1) captures how much of the investment is polarized in the direction of either buying or selling.
The second term in equation (1) To avoid any possible bias in computing the herding indices, we exclude certain investors and observations (stock-month) from our sample. Like the sample we have constructed to examine positive feedback trading, we exclude here (1) investors that are registered after December 31, 1996, (2) investors who buy stocks for direct investment purpose, (3) stockmonths for which the foreign ownership limit is reached, and (4) stock-months for which the stocks are not owned by foreign investors in the previous month. The last exclusion is motivated by the short-selling constraint. When short selling is not allowed, any trade on that stock would have to first show up as a buy, thus biasing the herding index upward (Wylie, 1997) .
Finally, if a stock in a given month is traded by only one foreign investor in that group, that observation is dropped.
Results and Interpretations
The basic results are presented in Table 5 Table 5 ).
Third, non-resident institutional investors or non-resident individual investors always herd more than their resident counterparts. This is again true during the crisis as well as before (Column 4).
Fourth, from the pre-crisis to the in-crisis periods, there is no statistically significant change in the herding tendency of individual investors, whether they are resident or non-resident.
In comparison, for institutional investors as a whole, there is statistically significant increase in the herding statistics (the cell in Row 15/Column 1). On the other hand, within the set of the institutional investors, the increase in the herding statistics, while positive, is not statistically significant at the ten percent level, either for the subset of the non-residents alone or for the subset of residents alone (the cells in Row 15/Columns 2-3). The combination of the results on the institutional investors probably suggests that during the crisis period, there is an increase in the similarity of trading between the resident and non-resident subgroups, though not within each subgroup.
Within the set of non-resident foreign investors, we have also computed herding statistics for various subsets of Asian and U.S. investors (not reported to save space) before and during the crisis. Before the crisis, the U.S. investors (as a whole, the subset of institutions, or the subset of individuals) herd more than their Asian counterparts. During the crisis, however, the difference between the U.S. and Asian investors have disappeared.
The findings that individual investors herd more than institutions and that non-residents herd more than the residents are consistent with the theory that herding is induced by informational asymmetry. At the same time, the contrast between institutional investors (who are subject to regular relative performance evaluations) and individuals (who are not) suggests that the incentive to herd driven by the relative performance review considerations is probably not the dominant feature of the data.
Our results on the relative herding tendencies help to explain an observation made by Choe, Kho, and Stulz (1998) : the herding statistics for the universe of foreign investors (which includes individuals and non-resident investors) are much larger than those for U.S. mutual funds reported by Wermers (1998) .
Ex post Rationality
Herding indices essentially measure the degree of correlation in trading behaviors among investors in a given group. As such, they do not by themselves distinguish between two possibilities: that investors intentionally (rationally or not) mimic each other's trading, versus that investors respond to common information about the fundamentals.
To distinguish between the two is difficult which is probably why previous empirical papers do not do this. We decide to provide some suggestive evidence here by examining ex post rationality of the herding behavior in our sample. If the high values of herding statistics in our sample simply reflect the fact that the investors are responding to common information and these information are return-relevant, then, we would expect that those stocks that the investors herd more aggressively should yield abnormal returns (relative to those stocks they do not herd as much).
Let 1 + jt R denote the return of stock j from t to t+1 in excess of the KOSPI return minus the won exchange rate depreciation. Let jt H denote LSV herding index for stock j in month t , and jt NP the (scale-adjusted) net purchase of stock j in month t . All three variables are defined for a given investor group, i , which we omit from the subscripts for simplicity. For each investor group, we run the following fixed effects regression:
where t α and k α are time and industry dummies 5 . Under the null hypothesis that herding within a given group is the group's response to a common and return-relevant information, we would expect 1 β to be positive. We perform this regressions for both the one-month and three-month investment horizons. The results are reported in Table 6 .
In overwhelming number of groups, we see that the estimates of 1 β are not different from zero, and sometimes with a negative sign. This is true for both the one-month and three-month horizons. The main exception for the one-month horizon is the group of non-resident institutions in the pre-crisis period. No group during the crisis has a positive 1 β that is statistically 5 Due to computer capacity constraint, we use 67 industry dummies instead of over 600 stock dummies.
significant. For the three-month horizon, the basic conclusion holds. The main exception is the subset of individual Asian non-resident investors during the crisis period. As a robustness check, we also use the buyers' ratio (as defined before) in place of the scale-adjusted net purchase, and obtain very similar findings (not reported to save space).
Stock Characteristics and Herding
It may be useful to see if the degree of herding is related to a number of stock We create two dummies, "Chaebol-5", and "WSJ-19", respectively for these two characteristics. Besides, we also look at the prior-month turnover of the stock, prior-month market capitalization, and prior month returns in excess of the KOSPI index. We also create a dummy for the crisis period (since November 1997).
For each of the four groups of foreign investors (resident individuals, resident institutions, non-resident individuals, and non-resident institutions), we regress the herding statistics on the stock characteristics discussed above. The results are reported in and size (measured by market capitalization) of the stocks.
Reaction to News
Informational asymmetry is a fundamental problem in financial markets. As noted, it is likely to be more severe when it comes to investing in a foreign market. In this section, we make an attempt to examine whether resident and non-resident investors' trading difference can be linked to differences in their information sets.
We construct two news data sets by searching four major Western daily newspapers plus The news sets are constructed in three steps. First , for the four Western papers, we extract any article containing "Korea" and "Economy" in its headline or lead paragraph. For the Korean Herald, we obtain any article containing the word "Economy". Second, we apply a filter rule to the news: news that are of minor significance and that are not obviously good nor bad are dropped. Letters to the editors are also dropped while newspaper commentaries are kept. For the Western-4 news set, overlapping news on the same date are also dropped. Third, we count the number of good and bad news for each news set in each month. Generally speaking, any article containing the announcement of a liberalization measure, a restructuring effort, an IMF agreement or a foreign assistance program is regarded as good news (G). Any article that reports new discovery of debt level, failure of major corporations, downgrade of bond ratings, depreciation of the Japanese yen, and the like is labeled as bad news (B). We avoid speculating on the general equilibrium effects of a given news but choose to follow the "conventional"
wisdom at the time of the news. For example, the effect of an IMF program is controvertial ex 6 For May and June, 1997, the Korea Economy Daily (KED) is used instead of KH due to problems of the Dow post, but was perceived as good news by the market according to newspaper reports at the time.
As an illustration, Table 8 presents a subset of the news for the month of November, 1997.
We use the difference between the Western-4 and the Korean Herald as a measure of the difference in the information sets between non-resident and resident investors. Obviously, there is a big noise-to-signal ratio in this measure. First, the labeling of good versus bad news involves judgement. Second, investors potentially have many information sources in addition to these newspapers. Third, the simple count of good and bad news, adopted here for our data sets, is not likely to be accurate in describing the intensity of the news. Nonetheless, conversations with institutional fund managers indicate that many funds do not have staff in all the emerging markets they invest in, and often do not have the ability or time to process the information from local news sources. Precisely because our measure of informational asymmetry is very coarse, it would be all the more interesting if we find any association between the difference in trading behavior and the difference in news coverage.
In Table 9 , Columns 4-7 report the news counts for the Western-4 and the Korean Herald, respectively. Columns 8 and 9 report the difference in the good and bad news (i.e., G-B) for the two news sets. Column (10) reports the difference between the Korean Herald and the Western-4 in terms of the good/bad news (which we could label as KH's relative-relative good news, or news gap).
There are some interesting difference in the reporting of the Korean economy. For example, we see that in the eight months leading up to November, 1997, the entries in Column 10 are all positive (or at least zero), meaning that the Western newspapers had been reporting relatively more bad news (or relatively less good news) as compared with the Korean Herald. In fact, in the month of November, 1997, when the foreign exchange crisis broke out, the four Western papers carried far more bad news (24) than good news (6). In contrast, the news in the Korean Herald was less skewed (11 bad news and 12 good news).
Immediately after the start of the crisis, from December, 1997 , to February, 1998 , the reverse became true. That is, the Korean Herald started to report relatively more bad news than the Western 4. Since March, 1998 to the end of the sample, the Western-4 would again report relatively more bad news.
Jones database. KED is not consistently available for the whole sample.
In Columns 1 and 2 of Table 9 , (scale-adjusted) net purchases by the U.S. non-resident investors and by all resident investors are reported. Column 3 reports the difference between the two (resident's net purchase minus that of the U.S. non-residents). The second to the last row reports the correlation between the resident's net purchase relative to that of the non-resident Americans (Column 3), and the Korean Herald's number of relative good news minus that of the Western-4 papers (Column 10). The correlation is 0.24. The fact that it is positive is consistent with the hypothesis that the relative news received by non-resident U.S. investors may have influenced their net purchase (or sell) of the Korean stocks relative to the resident investors.
Similarly, we have tabulated the difference in net purchase by resident and non-resident individual investors, and that by resident and non-resident institutional investors (not reported to save space). Their correlations with the difference in news are 0.32 and 0.18, respectively.
Therefore, when the Western newspapers carry more bad news than the Korean paper, nonresident individuals or institutions, on average, tend to sell the Korean stocks more than their respective resident counterparts. The difference in the news coverage appears to have a greater impact on the trading patterns of the individuals.
The small number of the observations (18 months in total) and the noise in our news data set make it impossible to conduct any definitive test. Thus, our results should be interpreted with a big grain of salt.
Concluding Remarks
In this paper, we study foreign investors' trading behavior in the Korea Stock Exchange (KSE) during January 1997 -June 1998 using a unique data set that details every foreign investor's monthly stock positions.
There are a number of findings that are worth highlighting here. First, before the crisis broke out in November, 1997, those institutional investors inside Korea were contrarian (or negative feedback) traders (i.e. buying recent losers and selling recent winners). However, they switch to become positive feedback traders during the crisis period. In contrast, the non-resident institutional investors have been consistently engaged in positive feedback trading, and the tendency is reinforced during the crisis period. Since the return data in the sample exhibits mean-reversion in horizons from one to six months, it appears that a negative feedback strategy would have been profitable ex post. (5) Stock-months are divided into five groups according to prior-month return, defined as return in excess of the KOSPI return mimus the won depreciation against the US dollar. For each group, the mean value of net purchase [=(no. of shares purchased -no. of shares sold) / (no. of shares traded)] is reported. The whole period covers December, 1996 -June, 1998 . The first half of the sample up to and including October, 1997 is defined as the pre-crisis subperiod. The remaining eight months are the in-crisis sub-period. Within each investor group and sample period, t-test is performed on the buyer's ratio for stocks that are best and worst performers in the previous month. Standard errors are in the parentheses. * indicates significant at the 10% level. (5) Stock-months are divided into five groups according to prior-month return, defined as return in excess of the KOSPI return mimus the won depreciation against the US dollar. For each group, the mean value of buyers' ratio [=(no. of buyers) / (no. of traders)] is reported. The whole period covers December, 996-June, 1998 . The first half of the sample up to and including October, 1997 is defined as the pre-crisis sub-period. The remaining eight months are the in-crisis sub-period. Within each investor group and sample period, t-test is performed on the buyer's ratio for stocks that are best and worst performers in the previous month. Standard errors are in the parentheses. * indicates significant at the 10% level. We form protfolios of best and worst performers based on the previous month excess returns (reported in the rows labeled as "horizon -1"), and then track their relative performance in the subsequent six months (reported in rows labeled as "horizons 1-6"). The return (for a given stock) is defined as (lnP t -lnP t-1 ) -(lnK t -lnK t-1 ) -(S t -S t+1 ), where P t is stock price, K t is KOSPI market index, and S t is spot exchange rate (won/US dollar). Since price data is available only up to October 1998, the computations are constrained accordingly. ** and * denote significant at the 5% and 10% levels, respectively. Note: Standard errors are in the parentheses. ** and * denote significant at the 5% and 10% levels, respectively. (5) (9) = (6)- (7) (10) = (9)- (8 
